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External factors are contributing to the troubles of several agriculture-related industries in Mexico.
The government agency Leche Industrializada Conasupo (LICONSA) has been forced to raise
domestic prices for subsidized milk because of the increasing cost of imports as a result of the recent
spread of foot-and-mouth disease in Europe. Similarly, Mexican sugar mills continue to struggle
with a global glut of sugar and import restrictions imposed by the US, a potentially large market. A
slowdown in the US economy, meanwhile, has caused Mexican tequila exports to plunge, which has
forced tequila distillers to consider layoffs.

Protests follow increase in price of subsidized milk
A recent scare over the spread of foot-and-mouth disease in Europe has greatly increased the cost of
powdered-milk imports, forcing LICONSA to raise the price of subsidized milk for the first time in
two years. Effective June 1, milk prices were raised to 3.50 pesos (US$0.38) per liter from 3.00 pesos
(US$0.32). LICONSA said the increase was needed to help the company meet production costs and
save about 4,000 jobs.
The higher price, however, was expected to affect 4.2 million low-income individuals who rely
on subsidized milk to supplement their diet. LICONSA last raised prices in 1999, drawing strong
protests in Congress (see SourceMex, 1999-08-11). This year's increase also attracted some protests
from federal legislators, with members of the agriculture committee (Comision de Agricultura y
Ganaderia) in the Chamber of Deputies urging President Vicente Fox's administration to move
toward self-sufficiency in milk production rather than relying on imports of powdered milk. Mexico
currently imports about 17% of its milk needs, with imports totaling 160,000 metric tons in 2000.
Mexico City Mayor Andres Manuel Lopez Obrador also became involved in the price-increase
issue. The mayor, a member of the center-left Partido de la Revolucion Democratica (PRD), lobbied
heavily for the government to rescind or reduce the increase, volunteering to share the subsidy costs
with the federal government. The mayor cited the need to keep prices low to ensure affordable milk
for the segments of the population with the lowest incomes.
"The minimum wage in the Federal district has lost about 56.1% of its real value between 1986
and 2000," the mayor said. Despite Lopez Obrador's pleas, LICONSA refused to share the cost of
subsidies in the capital, forcing the Mexico City government to absorb the entire subsidy of 90.5
million pesos (US$9.9 million) to keep prices of subsidized milk at 3.00 pesos (US$0.32) per liter.
Lopez Obrador then called on the governors of all Mexican states to follow his example and provide
state subsidies for milk. "The governors who provide their own subsidies for milk would present a
good example for President Fox, who is getting nothing but bad advice on economic matters," said
Lopez Obrador, who is widely expected to seek the PRD's presidential nomination in 2006.
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The subsidies in the capital, which will come from the city government's austerity program, will
benefit 649,000 low- income families, including more than 840,000 children under age 12 and
121,000 elderly citizens. Mexico City authorities have managed to save money by cutting back on
automobiles, cellular telephones, and other items used by city government officials, said Mexico
City economic development director Alejandro Encinas.

Government announces new program to aid sugar mills
The federal government has come to the rescue of the country's financially strapped sugar mills
with a new program to help owners manage inventories and make timely payments to sugar-cane
growers. Mexican sugar mills have fallen on hard times because of mismanagement, the continued
global oversupply of sugar, and US import restrictions (see SourceMex, 2000-03-01).
Under the program announced by the Secretaria de Agricultura, Ganaderia, Desarollo Rural,
Pesca y Alimentacion (SAGARPA) and the Secretaria de Hacienda y Credito Publico (SHCP), the
government will provide the sugar mills with as much as 2.5 billion pesos (US$274 million) in loans
and other financing. The funds will be disbursed via the government's foreign trade bank (Banco
Nacional de Comercio Exterior, BANCOMEXT). The funds will allow mills to make timely payments
to sugar-cane producers for the 2000-2001 crop. Last year, sugar-mill owners were unable to comply
with federal legislation requiring full payment to sugar producers before the completion of the
harvest (see SourceMex, 2000-12-06).
The first loan under this program is expected to go to Grupo Escorpion, which only operates nine
processing plants but is the most financially troubled of the sugar-milling companies. The assistance
to sugar mills, although intended to also help sugar-cane growers, has been criticized as insufficient.
In early June, members of the Union Nacional de Productores de Cana (UNPC) organized a large
demonstration in front of the SAGARPA headquarters to demand that Agriculture Secretary Javier
Usabiaga Arroyo offer a longer-term solution to the problems of sugar growers. "Until now, the
Fox administration has offered only token solutions to the financial crisis, which threatens this
very important sector of our economy," said federal Deputy Francisco Castro Gonzalez, a sugarcane grower who represents the Partido Revolucionario Institucional (PRI) in the lower house of
Congress.
The Mexican government, meanwhile, continues negotiating with the US to resolve a dispute on the
US quota for imports of Mexican sugar. Mexico has not succeeded in forcing the US to comply with
provisions in the North American Free Trade Agreement (NAFTA) regarding sugar. The provisions
require that the US absorb Mexico's excess sugar production annually, beginning with the 2000-2001
crop year. The US has refused, saying the NAFTA provisions were superseded by a side agreement
negotiated with former President Carlos Salinas de Gortari and ex-trade secretary Jaime Serra
Puche, which allowed the US to open its market to Mexican sugar on a more restricted basis.
Last year, Mexico threatened to request a dispute-resolution panel to rule on the matter (see
SourceMex, 2000-08-09). Economy Secretary Luis Derbez said he may still bring the matter before
NAFTA or the World Trade Organization (WTO), although the Fox administration is trying to find a
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negotiated solution. "The creation of a panel is a slow and complicated process," said Derbez, who
noted that Mexico would be willing to accept a US quota of 300,000 MT this year.

Slowdown in US economy causes tequila exports to plunge
The Mexican tequila industry is beginning to feel the impact of the slowdown in the US economy,
which has reduced exports north of the US-Mexico border. In a report published in late May,
the Camara Nacional de la Industria del Tequila (CNIT) said tequila exports during the first four
months of the year totaled only 26 million liters, a decline of 22% from January-April 2000. "The
tequila industry is experiencing its worst period in history," CNIT president Francisco Gonzalez
Garcia told the daily business newspaper El Financiero.
Gonzalez Garcia attributed the slow exports in large measure to the recent economic slowdown in
the US, which absorbs more than 80% of Mexican tequila exports. The CNIT president said distillers
could be forced to lay off some of the 300,000 workers employed in the tequila industry if exports
remain slow the rest of the year. Mexico exported 98.8 million liters of tequila in 2000, of which 82
million went to the US, 11 million to Europe, and 5.8 million to other countries, the governmentaffiliated Consejo Regulador del Tequila (CRT) said in a recent report.
Mexican tequila manufacturers are also concerned about reports that South African distillers are
selling a spirit similar to tequila in the US. Like all brands of Mexican premium tequila, the South
African product is manufactured from blue agave cactus. The US distributor for the South African
product is marketing the item as an "agave-base" alcoholic beverage rather than tequila to comply
with international intellectual- property laws.
But the US Wine and Spirits Wholesalers Association (WSWA) has promoted the South African
product as "a type of tequila," which has raised concerns among Mexican manufacturers. "We feel
they are trying to deceive the consumer, because the word tequila is the property of the Mexican
government and is protected under law," said CRT director Javier Arroyo Chavez. A third concern
for tequila manufacturers is the Fox administration's proposal to increase the tax on specialty items
(Impuesto Especial sobre Produccion y Servicios, IEPS), which could directly affect domestic sales
of tequila. "We should not support this unjust increase in the IEPS," said Gonzalez. "Not only does
it target a national beverage, but it also taxes production rather than value." [Note: Peso- dollar
conversions in this article are based on the Interbank rate in effect on June 6, reported at 9.12 pesos
per US$1.00] (Sources: El Financiero, 05/23/01; Reforma, 05/25/01, 05/30/01; El Universal, 05/30/01;
CNI en Linea, 06/03/01 Notimex, 05/20/01, 05/28/01, 05/31/01, 06/04/01; La Jornada, El Economista,
Reforma, El Universal, 06/05/01; Novedades, 05/30/01, 06/04-06/01; Excelsior, 05/30/01, 06/01/01,
06/05/01, 06/06/01; The News, 06/06/01)
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